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By V. B. Hart anv M. SLapE KENDRICK 


I F YOU are a citizen or resident of the United States and had a gross in- 
come of $600 ($1,200 if 65 years of age or over) or more in 1954, 
you are required by law to file a Federal income-tax return. 


Date Return Is Due 
If at least two-thirds of your gross income is from farming and your 
business year starts January 1, you have two choices. Either: 
1. File your return and pay the tax on or before January 31, 1955"; or 


2. File an estimate of your tax and pay this amount by January 15, 1955 
and then file your return and pay any balance due by April 15, 1955. 


If your business year does not start January 1; you may file your return 
and pay the tax on or before the last day of the first month of the succeed- 
ing tax year; or you may file an estimate within 15 days and a return 
by the fifteenth day of the fourth month of the succeeding tax year. 


Federal Forms Needed by Farmers 


Obtain from the Director of Internal Revenue, or from your local 
Federal income-tax office, bank, or post office, two copies of each of the 
first three following forms. (One copy you file with the Director of In- 
ternal Revenue and the other you should keep for future reference. ) 


Form 1040F 
You use form 1040F to summarize your farm receipts and expenses and 
to calculate your net farm profit. 


Schedule D (Form 1040) 

You use Schedule D if you had gains or losses from sales of property 
considered as sales of capital assets; such as sale of equipment, or sales 
of dairy cattle owned for at least 12 months and held for dairy or breed- 


ing purposes. 


1At ‘the ti time this bulletin goes to press, the Internal Revenue Service is investigating the possibil- 
ity of administrative action to extend the date to February 15, 1955. 

AUTHORS’ ACKNOWLEDGMENT. In the poopasation of the manuscript of this bulletin, E. P. Callahan, 
of the United States Department of Agriculture, Washington, D. C., gave many valuable suggestions. 
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Form 1040 (including one copy of the pamphlet containing official in- 
structions for use of this form ) 
You transfer your net farm profit to form 1040 from form 1040F and 
use form 1040 to record other items of income and deductions and to 
calculate the tax. 


Forms 1096 and 1099 

You use forms 1096 and 1099 to report wages paid by you. If you paid 
any worker $600 or more during the year, you need two copies of form 
1096 and also three copies of form 1099 for each worker paid $600 or more. 
These forms for reporting wages must be filed by February 28, 1955. 


Form 1040ES 

You use form 1040ES to file an estimate of your tax. You do not need 
this form if you file your return and pay your tax within a month after the 
end of your business year. 


Form 1065 
You use form 1065 for filing partnership reports. 


Questions and Answers on Federal Income Tax 


1. What options do farmers have with respect to methods of making out 
their Federal income-tax returns? 


Farmers may make their returns either on the cash or accrual basis, but 
whichever method is adopted in filing their first return must be followed 
until the consent of the Commissioner is received to compute the income 
upon a new basis. 


2. What is meant by a return on a cash basis? 


A return on a cash basis includes all cash income received and all 
allowable expenses paid during the year, regardless of the time the income 
was earned or the expenses were incurred. 

On a cash basis, gross income includes all cash received during the 
taxable year from sales of farm products whether produced in that or 
an earlier year, but does not include products sold on credit or changes 
in the inventory value of livestock and farm produce on the farm. The 
allowable business expenses include all expenses paid in cash during the 
year, for that year or any other year, but do not include expenses incurred 


and not paid. 
If a return is made on a cash basis, the tables on pages 1 and 2 of form 
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1040F are filled in; if the return is made on an accrual basis, the tables on 
pages 2 and 3 are filled in. 


3. What is meant by a return on an accrual basis? 


A return on an accrual basis includes all income earned and all allow- 
able expenses incurred for the taxable year, regardless of whether the 
income or the expenses were cash or credit. 

On an accrual basis, gross income includes all income received or earned 
during the taxable year, from that year’s business only. It includes cash 
sales, increases in the inventory value of livestock, supplies, and produce, 
plus any other income earned but not received. The allowable business 
expenses include all expenses for that year’s business only, regardless of 
whether these expenses were paid, or incurred and unpaid. 


4. Which method of reporting should a farmer use? 


If a farmer has a relatively constant cash income from year to year, he 
will probably find the cash basis the more satisfactory. Growers of crops 
that may be stored and sold in the next tax year may find the accrual 
basis desirable, to prevent the possibility of having to pay a tax on two 
years’ crops in one year. 

Livestock farmers who raise their own dairy and breeding replacements 
usually find the cash basis desirable because of the provisions of the 


Internal Revenue Code dealing with the sale of capital assets. 


5. What farm record books are available that will be of use in making 
income-tax returns? 

The Farm Cash Account Book and the Farm Inventory for Five Years, 
published by the New York State College of Agriculture, are available 
at cost to New York farmers from the De partment of Extension Teaching 
and Information at the New York State College of Agriculture, Ithaca, 
New York, or from the offices of county agricultural agents. 


Steps in Making the Federal Return 
6. How should a farmer go about making the Federal return? 

Study the rest of this bulletin. Read carefully all instructions on forms 
1040 and 1040F, especially those on page 4 of 1040F concerning Expenses 
and Other Deductions. 

Fill in one set of forms 1040 and 1040F in pencil so that erasures can 
easily be made. 

Also fill in one copy of Schedule D if you had sales that may be treated 
as sales of capital assets. 

Check the figures and answers to all questions 
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Make ink copies of all forms for the Director of Internal Revenue. 

Keep the pencil copies of all forms. This is important. If the accuracy 
of your return is questioned by the Internal Revenue officials, you will 
need to know exactly what you put down in the copy which you filed. 
The pencil copy will be needed also in preparing your next Federal return, 
and will be useful in completing your State return. 


Calculating the Farm Income on the Cash Basis 


7. What items are included as farm income on form 1040F when report- 
ing on the cash basis? 


Farm income for tax purposes on the cash basis is the sum of the follow- 

ing four groups of items: 

Sale of Livestock Raised (table 1, page 1, form 1040F). Includes all 
cash sales of livestock that have been raised, except sales of dairy, 
breeding, and work stock treated as sales of capital assets. 

Sales of Produced Raised (table 2, page 1, form 1040F ). Includes all 
crops and livestock products produced and sold for cash during the 
year. 

Other Farm Income (table 3, page 1, form 1040F ). Includes all miscel- 
laneous cash receipts from such items as machine work, breeding 
fees, and the like. 

Sale of Livestock and Other Items Purchased (table 4, page 1, form 
1040F ). Includes all profits from the sales of livestock and other items 
purchased during the current year or in previous years and that were 
sold for cash during the tax year, except sales treated as sales of cap- 
ital assets, as discussed under question 9. 


Calculating the Farm Income on the Accrual Basis 


8. How does this procedure differ from making the return on the cash 
basis? 

The gross income on the accrual basis includes all income received or 
earned during the taxable year from that year’s business only. This 
income includes sales of farm products, for either cash or credit; income 
earned but not received; and increases in the inventory value of live- 
stock, supplies, and other farm products. 

The allowable business expenses include all expenses incurred during 
the taxable year for that year’s business only, regardless of whether these 
expenses were paid in cash or incurred and unpaid. 

As previously stated, when the return is made on the accrual basis, 
the tables on pages 2 and 3 of form 1040F are filled in but those on page 
1 are not. 
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Reporting Farm Income 
9. How are sales of draft, breeding, and dairy animals reported? 


Taxpayers are allowed, under certain circumstances, to treat the gains 
and losses from sales of livestock held for draft, breeding, and dairy pur- 
poses (but not including poultry) as if they were derived from the sale of 
capital assets. Sales of this kind are reported on Schedule D (Form 1040) 
rather than on form 1040F, and, in most cases, only 50 percent of the 
gain from such sales is taxable income. 

But if a sale of a draft, breeding, or dairy animal is to be treated as a 
sale of a capital asset, the following requirements must be met: 


1. The animal must have been owned for 12 months or more. 

2. The animal must have been held for draft, breeding, or dairy pur- 
poses, and not primarily for sale in the ordinary course of the farm 
business. 


Example of sales that meet requirements 

During 1954 a dairy farmer sold 6 cows, 2 heifers, and a 3-year-old bull. 
He had raised 4 of the cows for replacements for his dairy herd and 
had purchased the other 2 cows as replacements in 1952. He had raised 
the 2 heifers as replacements but they had failed to breed. The bull had 
been raised by the farmer and he had been using him for breeding 


purposes. 


The sales of all the animals in this example could be treated as sales 
of capital assets because all the animals had been owned for at least 12 
months and all of them had been held for dairy or breeding purposes 
and not primarily for sale in the ordinary course of the farm business. 
The sales of these animals would be reported on Schedule D and would 
not be shown on the farm blank form 1040F. (See illustration on page 30. ) 


Examples of sales that do not meet requirements 

A dairy farmer who does not have a good milk market follows the prac- 
tice of raising surplus dairy cattle for sale. In 1954 he “turned off” 6 two- 
year-old heifers, all of w hich had just freshened or were about to freshen. 
Also in the fall of 1953 this farmer purchased 4 cows and sold them in the 
spring of 1954. 

Neither the sale of the 6 heifers nor the sale of the 4 cows in this 
example could be treated as a sale of a capital asset because the heifers 
had been held primarily for sale in the ordinary course of the farm 
business, and the cows had not been owned for at least 12 months. The 
sales of these animals would be reported as ordinary income on form 
1040F and would not be shown on Schedule D. 
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If the farmer were reporting on the cash basis, the sale of the 6 heifers 
would be entered under “Sale of Livestock Raised” on page 1 of form 
1040F and the sale of the 4 cows under “Sale of Livestock and Other 
Items Purchased” on the same page. If the farmer were reporting on the 
accrual basis, the sales of both the heifers and the cows would be entered 
in the appropriate place on page 3 of form 1040F. 

On either the cash or the accrual basis, all of the gain on the sales of 
these animals would be taxable instead of only 50 percent of it as is 
usually the result when sales of livestock are treated as sales of capital 
assets. 


Figuring gains on livestock sales treated as sales of capital assets 

In the first example given, the sales of the 6 cows, the 2 heifers, and the 
bull are treated as sales of capital assets. If the farmer were reporting on 
the cash basis, the gain to be reported on Schedule D on the 4 cows that 
were raised, and on the heifers and bull, which also were raised, would be 
the total sale price; because the cost of raising the animals had presumably 
been deducted in previous years as farm operating expenses. In reporting 
on the cash basis, the gain to be reported on Schedule D on the 2 cows 
purchased would be the difference between what the farmer paid for 
them (less depreciation allowable) and what he got for them. (See illus- 
tration on page 30. ) 

In reporting on the accrual basis, the gain to be reported on Schedule 
D on sales of animals treated as sales of capital assets is ordinarily the 
difference between the inventory value of the animals at the beginning of 
the year and the sale price. If, however, the taxpayer has elected to carry 
the animals in his depreciation schedule rather than in his inventory, 
the gain to be reported is the difference between the cost of the animals, 
or the value at which they were transferred at maturity from the inven- 
tory to the depreciation schedule (less depreciation allowable), and the 
sale price. 

On either the cash or accrual basis, only 50 percent of the gain to be 
reported on Schedule D on the 6 cows, the heifers, and the bull in the 
example given would be taxable unless the farmer had enough losses on 
comparable transactions’ to offset entirely the gain on the animals. Also, 
if the gains do not exceed the losses, both the gains and the losses should 
be entered at the top of Schedule D in the table headed Property Other 
Than Capital Assets. And in this table 100 percent of both gains and 
losses are included in calculating taxable income. Thus a loss becomes 
fully deductible. 


Those covered js #, Soutien 1231 (formerly 117j) of the Internal Revenue Code and described 
on the back of Sched 
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If a taxpayer claims that a sale of livestock meets the requirements for 
treatment as the sale of a capital asset, he should include an explanatory 
statement in his return to support his claim. For example, the farmer who 
sold the 6 cows, the heifers, and the bull should put the following state- 
ment on Schedule D, “Owned for at least 12 months and held for dairy 
or breeding purposes.” (See illustration on page 30. ) 


10. How are purchases and sales of feeder cattle, feeder lambs, and 
feeder hogs handled? 

On the cash basis these are entered under Sale of Livestock and Other 
Items Purchased on page | of form 1040F. But the taxpayer does not re- 
port the purchase of feeder livestock until making his return for the year 
in which he sold them; at which time he reports what he paid for them 
and what he got for them, and the difference as profit. This is another 
good reason for keeping careful financial records. 

When reporting on the accrual basis, both all purchases and all sales 
of feeders occurring during the current year are reported in the appropriate 
columns of the farm inventory schedule on page 3 of form 1040F. 


11. Should income from non-farm sources, such as dividends, or interest 
on a savings deposit, be reported? 
Yes, but not on the farm blank. This income should be reported at the 


appropriate place on form 1040. But one should note instructions for the 
exclusion of $50 in dividends and for the credit of 4 percent on dividends. 


12. Should the value of farm products consumed in the household be 
reported as income? 


No. Nor is the cost of producing them a deductible expense. 


13. How should the sale of timber be reported? 

The simplest method, and the one recommended where only a small 
amount of timber is sold, is to enter the receipts as “wood and lumber” 
under Other Farm Income on page 1 of form 1040F. Labor and other 
expenses of getting out the timber are then included under farm expenses. 
A reasonable allowance for depletion of the original capital investment 
in the woodlot may also be entered as a farm expense. 

If a farmer sells a large amount of timber, it may be to his advantage 
to use the method of reporting income from timber operations employed 
by commercial lumbermen. (It should be noted that under the 1954 re- 
vision of the Code, Christmas trees more than 6 years old are included in 
timber.) This method involves a number of complicated calculations and 
its use usually requires the assistance of an Internal Revenue official, ac- 
countant, or lawyer familiar with it. 


1954 FEDERAL INCOME TAX 


14. How are Commodity Credit Loans reported? 


When a farmer obtains a loan from the Commodity Credit Corporation 
and pledges his crops as security, the proceeds of the loan would not ordi- 
narily be considered as income when received. However, the income-tax 
law permits the farmer to choose to include the amount of his loan in his 
income for the year in which it is received, instead of in the year in which 
the commodity is finally sold. But if the taxpayer once makes this choice, 
he must follow the same method in succeeding years, unless he gets per- 
mission from the Commissioner of Internal Revenue to change to a dif- 
ferent method. 

Commodity Credit Corporation loans are usually settled in one of two 
ways. The crop is either delivered in payment of the loan or the loan is 
paid off and the crop sold on the market. If, at the time the Commodity 
Credit Corporation loan is settled, more is realized from the commodity 
than the amount of the loan, the difference is included as gross income for 
the year in which the crop is sold. 


15. If a growing crop is lost as a result of frost, storm, insect, or other 
damage, may a loss be claimed? 
No. 


16. If an insurance company pays a farmer for a hail loss on a crop, must 
he include this sum in his income? 
Yes. Such compensation should be reported on form 1040F as “other 
farm income.” 


Casualty Losses 


17. How are losses on farm buildings, machinery, and other farm busi- 
ness property, aside from livestock, resulting from fire, storm, or 
other casualty treated? 


The amount of a farm-business loss of this kind is the original cost of 
the property plus the cost of improvements, less depreciation allowed or 
allowable, and less any insurance or other compensation received. 

When reporting on the cash basis, such losses should be entered under 
Other Deductions in the Summary of Income and Deductions at the bot- 
tom of page 1 of form 1040F. When reporting on the accrual basis, the 
losses are reported in the Summary of Income and Deductions at the bot- 
tom of page 3 of form 1040F. 

Each claim for loss should be accompanied by an explanatory state- 
ment, either on form 1040F or on an attached paper. The statement should 
show exactly what happened, that is a description of the property, date 
acquired, cost, subsequent improvements, depreciation allowed or allow- 
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able, insurance, salvage value, and deductible loss claimed. 


18. How are death losses of livestock treated? 


Cash basis. A farmer reporting on the cash basis may not deduct such 
a loss if he raised the animal, because the cost of raising it had been pre- 
viously deducted as operating expenses. 

If he purchased the animal, he may deduct the price paid, less deprecia- 
tion and less any insurance or other compensation received. The method 
of reporting, however, depends on the cause of the death. 

If the purchased animal was killed by a destructive force, such as light- 
ning or an automobile, or by order of governmental authorities, and had 
been held for 12 months or more for breeding, draft, or dairy purposes, the 
loss should be reported on schedule D, taking into consideration any off- 
setting reimbursement received. Otherwise, the loss should be entered 
under Other Deductions in the Summary at the bottom of page 1 of form 
1040F. 

Accrual basis. When reporting on the accrual basis, a farmer would 
normally not make a special deduction for an animal that died, because 
such a loss would be offset by a reduction in the inventory at the end of 
the year. But any insurance or other compensation received for the loss 
should be reported on form 1040F as other farm income. 

Non-recognition of gains from disposition of diseased livestock. At- 


tention is called to the fact that gains realized on the sale or condemnation 
award of animals sold or destroyed by or on account of disease may, at 
your election, not be considered as taxable income, provided you purchase 
other animals as replacements. Such purchase must be made not earlier 
than the date of the destruction or sale or the earliest date of the threat or 
imminence of condemnation, and not later than 1 year after the year in 
which the gain is realized. 


19. How are non-business losses from fire, storm, or other casualties 
treated? 

If the taxpayer itemizes his deductions on a long-form 1040, he can de- 
duct his net losses from the destruction or damage to non-business prop- 
erty, such as his home, his furniture and clothing, or his personal automo- 
bile caused by such sudden and unexpected natural, destructive forces as 
fire, storm, flood, explosion, or automobile accident. He may also deduct 
losses due to theft of non-business property, but not losses due simply to 
misplacing or losing articles. The amount of a non-business casualty loss 
is determined by comparing the difference between the fair market value 
of the property just before and just after the casualty with the original 
cost of the property less depreciation. The lower of these amounts, less 
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any insurance or reimbursement, is the deduction the taxpayer can take. 

In case of damage to shrubs and ornamental trees, the amount of the 
loss is not limited to the investment in the trees or shrubs, but is measured 
by the difference in the value of the real estate before and after the 
casualty. 

Deductions for non-business casualty losses and thefts should be en- 
tered at the appropriate place on page 3 of form 1040, accompanied by 
a statement showing how the losses were calculated. 

Any excess of non-business losses over 1954 income is treated like a 
net operating loss; that is, it may be carried back for 2 years and if still 
not exhausted, carried forward for 5 years. 


Reporting Farm Expenses 


(On either cash or accrual basis ) 


20. What farm expenses are allowable (page 2, form 1040F) as deduc- 
tions in arriving at the net farm profit? 


In general, all expenses necessary to the operation of the farm as a 
business enterprise, except those for capital investments, are allowable 
as deductions in arriving at the net farm profit. These expenses, which 
are entered on the upper half of page 2 of form 1040F, and are discussed 
on page 4 of that form, include such items as hired labor, feed, fertilizer, 
seed, gas and oil used in the farm business, taxes and insurance paid on 
farm property (but not on farmer's dwelling), interest paid on mortgages 
and notes arising out of the farm business, cash rent paid, and milk haul- 
ing. A list of the more common deductible farm expenses is given at the 
end of this bulletin. (See also answer to question 27. ) 

Repairs are periodically recurring expenses and are to be distinguished 
from capital investments such as a new building or a new tractor. Major 
repairs on a building or on a piece of equipment that materially lengthen 
its life or change its use are capital investments rather than repairs. Thus 
a new tire for a tractor might be considered a repair and its cost charged 
off as an annual operating expense. The purchase of a new tractor, how- 
ever, is a capital investment and its cost cannot be deducted in a single 
year but may be recovered over a period of years by claiming depreciation 
on it. 

In a similar way the cost of repairing the roof or floor of a dairy barn 
might be charged off as an operating expense in the year the repair is 
made. But the cost of a new dairy barn or the cost of converting an old 
horse barn into a dairy barn is a capital investment, and its cost must be 
recovered over a period of years by charging off annual depreciation on it. 
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21. Must farm expenses be classified according to the headings on page 
2 of form 1040F? 

No. These headings are merely suggestions. Any other equally descrip- 
tive classification or grouping may be used. For example, if a farmer has 
been keeping a New York Farm Cash Account Book, he may use the 
classification found in that book. (See example on page 26. ) 


22. Is the farm home regarded as part of the farm business? 


No. Expenses for the farm home, such as fuel, and insurance on the 
farmer's dwelling and contents, and expenses for groceries, clothing, and 
the like, are not deductible. 


23. Is the value of a farmer’s own labor or that of his wife or dependent 
minor children a deductible expense? 


The value of the work of the operator and wife is not allowed as an 
expense. 

Reasonable wages paid by a father to a minor child for work actually 
performed as a bona-fide employee in the farm business may be deducted 
as an expense. Such wages are included in the child’s income and may 
result in the child having a taxable income of his own. If so, the father 
might lose the exemption. 


24. May wages paid to hired labor and the value of board furnished 
hired labor be deducted as farm expenses? 


Amounts paid for regular farm labor, piece work, contract labor, and 
other forms of hired labor are deductible. 

The part of the board for hired labor which is purchased is a deductible 
farm expense, but the value of products raised on the farm and used in 
the board of hired labor is not a deductible expense. 

Amounts paid to persons engaged in household work are not deductible 
except to the extent that the services of such persons are used in boarding 
and otherwise caring for hired farm laborers. 


25. Is the cost of operating an automobile a deductible expense? 


Only the part that is chargeable to the farm business. 


26. How should costs of clearing and otherwise developing land for use 
in farming be treated? 


Amounts spent for such items as clearing brush, trees, and stumps, level- 
ing land, installing drains, and construction of terraces to make land not 
previously used by the taxpayer for the production of crops or farm prod- 
ucts or the grazing of livestock suitable for such purposes, must be treated 
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as capital investments, rather than as current operating expenses. Also, 
not all capital investments of this kind are subject to an allowance for de- 
preciation. 

Certain expenditures for clearing and developing land for use in farm- 
ing must simply be added to the cost of the land, and cannot be depreci- 
ated for income-tax purposes. For example, suppose a farmer paid $15,000 
for a farm and then spends $2,000 to bulldoze the brush, stumps, and rocks 
out of a cut-over area at the back of the farm, and to level and fit it for use 
as crop land and pasture. He cannot take depreciation on the $2,000 spent 
on preparing the land for farming. But, if he should sell the farm, he can 
add the $2,000 to the original cost of $15,000 in calculating gain or loss 
on the sale. 

A good general rule for determining whether an expenditure for pre- 
paring land for farming may be depreciated, is: “Cost of moving or re- 
moving dirt or that which nature put in or on it cannot be depreciated.” 
Thus depreciation cannot be taken on such costs of clearing or developing 
land as construction of earthen terraces, drains, or ditches; or of removing 
brush, trees, rocks, or stumps. Depreciation may be taken, however, on 
costs incurred in installing other than earthen improvements, such as 
masonry dams and spillways; concrete culverts; tile drains; and metal or 
wood pipes, reservoirs, conduits, pumps, and flumes. 


27. How should costs for soil and water conservation or for the preven- 
tion of erosion on land used in farming be treated? 


Section 175 of the Internal Revenue Code of 1954 provides that a farmer 
may elect to treat certain expenditures for soil and water conservation, or 
control of erosion, on land used in farming as ordinary operating expenses, 
rather than as capital investments, as was required under previous law. 

The kinds of expenditures for soil and water conservation and the pre- 
vention of erosion that may be treated as operating expenses are, in gen- 
eral, those not subject to an allowance for depreciation, such as leveling; 
grading; terracing; construction of earthen dams, ponds, and ditches; 
eradication of brush; and planting of windbreaks. Also included are spe- 
cial assessments of soil and water conservation, or drainage districts made 
by the districts to defray expenses for the above purposes. 

The amount of expenditures for soil and water conservation and pre- 
vention of erosion that a farmer may treat as current operating expenses 
for any taxable year must not exceed 25 percent of the gross income de- 
rived from farming for that year. The remaining cost over the 25 percent 
figure will, however, be deductible in succeeding years, subject always to 
the 25 percent limitation in any later taxable year. The amounts so carried 
over may be continued without limit of time, until used up. 
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A taxpayer may without permission adopt and use this method of treat- 
ing expenditures for soil and water conservation and prevention of erosion 
in his 1954 return (or in the first taxable year that begins after December 
31, 1954, in which he pays or incurs such expenditures). But if he does 
adopt and use this method, he must continue to use it each year thereafter, 
unless a different method is authorized. Also, if the taxpayer does not adopt 
this method in 1954, or in the first year in which he might adopt it, he may 
adopt it later only with consent of the Secretary of the Treasury or his 
delegate. 

Before he elects to treat heavy expenditures for soil and water conserva- 
tion or the prevention of erosion as current operating expenses, rather than 
capitalizing them, a farmer should consider carefully the possibilities and 
consequences of selling his farm. Any amount in excess of the 25 percent 
maximum deduction allowable can be carried over into succeeding years, 
as explained above. However, it seems likely that in the event of the sale 
of the farm, any carry-over that has not been used up could not be added 
to the cost basis of the farm in calculating gain or loss on the sale. Conse- 
quently, the farmer would lose any benefit from the residual carry-over, 
unless he is engaged in farming on a farm other than the one on which 
the expenditures were made. 


Social Security 


28. How do Social Security Taxes on wages of hired workers affect the 
farmer’s 1954 Federal income tax? 

The 2 percent Social Security Tax paid by the farmer on wages of 
hired workers is a farm business expense and should be reported under 
farm expenses on form 1040F as “Social Security Tax on Wages.” 

The 2 percent withheld from the workers is actually a part of their 
wages the farmer used to pay their Social Security Taxes. This 2 percent 
should, therefore, be added to the “take-home” pay; and the gross amount 
of the wages should be reported on form 1040F as “Labor hired.” (See 
illustration on page 26.) 

Attention is called to the fact that beginning with January 1, 1955 any 
farm worker who receives $100 or more in a year from one farmer is cov- 
ered by law for Social Security purposes. 


29. Are farm operators covered by Social Security for the year 1954? 
No. But beginning with January 1, 1955, any farm operator who makes 
$400 or more annual profit from farming will be covered by the law and 
required to pay Social Security Tax. 
A farm operator will not pay any Social Security Tax on his own income 
from farming until he files his 1955 Federal income-tax return, which will 
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be early in 1956. The only action a farmer needs to take before 1956 with 
respect to Social Security Tax on his own income from farming is to get 
a Social Security card, unless he already has one from some other job. 


Reporting Depreciation 
30. On what things can a farmer deduct depreciation? 


An allowance for depreciation of farm buildings, of improvements, 
such as fences and tile drains, and water systems, of machinery or other 
farm equipment of a permanent nature, and of commercial orchards and 
vineyards is deductible. Whether the return is made on the cash or accrual 
basis, depreciation on items of this nature is entered in the depreciation 
table on page 2 of form 1040F. 

On the cash basis, depreciation may also be taken, in the depreciation 
table on page 2 of form 1040F, on animals kept for dairy, breeding, or 
work purposes if such animals were purchased, but not if raised. On the 
accrual basis, depreciation may be taken on such animals, whether raised 
or purchased, if not included in the inventory on page 3 of form 1040F. 

Depreciation cannot be claimed on land, or on earthen improvements 
such as earthen dams, terraces, and drainage ditches; but can be claimed 
on certain other farm improvements. (See answers to questions 26 and 27.) 
When making out a return for the first time, therefore, it is necessary to 
divide the total value of the farm among land, the dwelling house, tenant 
houses, barns and other farm buildings, water systems, fences, tile drains, 
and orchards and vineyards ( value of trees and vines only ). 

Depreciation on the farmer’s dwelling or on household equipment is 
not a deductible expense. Depreciation on a tenant house, however, is 


deductible. 


31. How should depreciation of farm buildings, water systems, fences, 
tile drains, machinery and equipment, livestock, orchards, and so 
forth be recorded? 


Every farmer should have a permanent and continuous record of the 
individual items of property for which depreciation is claimed. This is 
necessary because the amount of space provided on page 2 of form 1040F 
for claiming depreciation may make it necessary to group some items to- 
gether. The taxpayer should always be in position, however, to show a 
record of the individual items that make up any group. 

A satisfactory and convenient way to provide a permanent and con- 
tinuous record of the individual items for which depreciation is claimed 
is to use the Farm Inventory for Five Years referred to in the answer to 
question 5 of this bulletin. 
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32. What rates of depreciation are allowable on farm property? 


There are no set or “official” rates of depreciation on farm property. 
The rate of depreciation is based on the estimated useful life on the farm 
of the taxpayer of the asset to be depreciated. For example, if the esti- 
mated life of a tractor on your farm is 10 years, and you are using the 
“straight-line” method of calculating depreciation, then the annual de- 
preciation on the tractor would be one-tenth (149) of its cost (less any 
salvage value ) or 10 percent. 


33. What methods of calculating depreciation does the new Internal 
Revenue Code of 1954 prescribe? 


For depreciable property acquired or constructed before January 1, 
1954, the Code requires that the taxpayer continue to use the same meth- 
ods of calculating depreciation he has been using, unless he has permission 
from the Commissioner of Internal Revenue to change to some other 
method. 

The Internal Revenue Code of 1954 also provides for the use of two 
new methods that allow the taxpayer to recover a larger percentage of 
the cost of the asset during the earlier years of its life than results when 
using the “straight-line method” used by most farmers in the past. These 
two methods, which are known as the “declining balance method” and 
the “sum of the years-digits method,” may be used only on property ac- 
quired after December 31, 1953, the original use of which begins with the 
taxpayer, and on property constructed, reconstructed, or erected after 
that date. Also, they may not be used, if the useful life of the property 
is less than 3 years. 

How the declining balance method operates. The depreciation for 
each year is calculated by applying a fixed percentage rate to the book 
value of the asset. This rate cannot exceed twice the straight-line rate, 
computed without regard to salvage value. For example, the original 
cost of a tractor was $2,200 and its life use is estimated to be 10 years. 
Under the straight-line method the taxpayer would simply charge off 10 
percent of $2,200 ($220) depreciation each year. But under the declining 
balance method, he may charge off 20 percent of $2,200 ($440) the first 
year; thus bringing the book value of the tractor down to $1,760. Then 
the next year he would charge off 20 percent of $1,760 ($352) and con- 
tinue charging off 20 percent of the book value each year through the 
tenth year. (See illustration in table 1, page 17.) 

The declining balance method of calculating depreciation always 
leaves a small unrecovered balance at the end of the useful years of life 
of the property. To allow the taxpayer to recover this amount, he may 
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change to the straight-line method at any time during the useful life of 
the property, provided there is no written agreement with the Internal 
Revenue Service to the contrary. 


Table 1. Comparison of Three Methods of Calculating Depreciation on a Tractor 
Costing $2,200 and Estimated to Have Useful Life of 10 Years® 


Year Sum of the 


years-digits 


First Year ; $440 $400 
Second Year 352 360 
Third Year 282 320 
Fourth Year 225 280 
Fifth Year 180 240 
Sixth Year 144 200 
Seventh Year 115 160 
Eighth Year 92 120 
Ninth Year 74 80 
Tenth Year 59 40 


Declining balance 


$2,200 


Unrecovered $ 0 
balance 


*To simplify example, it is assumed tractor has no salvage value. 


How the sum of the years-digits method operates. In the example 
given above, the “sum of the years-digits” would be 10 (years of life 
of the tractor) + 9+ 8+7+4+6+4+5+4+4+4+3+4+2+4+1=55. Un- 
der this method, the tractor described above would be depreciated 1%; 
of $2,200 ($400) the first year, %, ($360) the second year, and so on 
until reaching 144, ($40) for the tenth year. (See illustration in table 1.) 

As shown in table 1, both the declining balance method and the sum of 
the years-digits method of figuring depreciation allow the taxpayer to 
recover a larger part of the cost of the asset during its earlier years of 
life than does the straight-line method. This might be of decided help 
to a person who has bought a large amount of new machinery or built 
a new barn and is carrying a heavy debt load. But taking a larger de- 
preciation in the earlier years means leaving that much less for later 
years, when a person might have more need for deductions. So there can 
be no general rule as to which method is most advantageous to all 
farmers. 


34. How is depreciation on orchards and vineyards treated? 


Depreciation on commercial orchards and vineyards (investment in 
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trees or vines aside from the value of bare land) is allowed if on a rea- 
sonable basis. But if an orchard or vineyard has been grown by the 
present owner and the costs deducted on previous income-tax returns as 
annual operating expenses, then depreciation cannot be justified because 
the costs have already been charged off once. 

There are no nation-wide or even state-wide “official” rates for calcu- 
lating orchard or vineyard depreciation. The taxpayer should use his best 
judgment in estimating the probable length of the productive life of his 
orchard or vineyard. 


35. How should costs of setting out new orchards and vineyards be 
treated? 


Amounts spent in setting out new orchards and vineyards must be 
treated as capital investments, rather than as current operating expenses. 

The taxpayer may treat as either capital investments subject to depre- 
ciation or as current operating expenses such expenditures during the 
development period of orchards and vineyards as those for cultivating, 
spraying, and taxes; and most farmers find it more convenient to treat 
such expenditures as current operating expenses. 


36. How about special depreciation on new grain storages? 


The taxpayer may elect to write off the cost of constructing, recon- 
structing, or erecting a grain storage, if built or erected in the calendar 
years 1953 to 1956 inclusive, over a 60-month period, instead of taking 
depreciation based on the estimated useful life of the storage. Also, the 
60-month period may begin with the month following completion of the 
storage, or with the succeeding year. 

If the taxpayer elects to use the 60-month period of taking deprecia- 
tion, he must include a statement to that effect in his return for the first 
year it is used. Later he may shift to other recognized methods of calcu- 
lating depreciation by filing a notice to that effect with the Secretary of 
the Treasury. 

For the purpose of using the 60-month method of calculating deprecia- 
tion, a grain-storage facility includes any corncrib, grain bin, or similar 
structure suitable primarily for the storage of grain, which is intended 
by the farmer to be used for the storage of grain produced by him. Also, 
altering or adapting another structure for grain storage or enlarging an 
existing grain-storage facility is considered as construction of a grain- 
storage facility. 


37. How are “trade-ins” handled for depreciation purposes? 


When an old machine is traded in for a new one, the cost of the new 
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machine, for depreciation purposes, is the depreciated cost or “book 
value” of the old machine plus the cash difference on the deal. For 
example, suppose a farmer has a tractor that he has written down to $500 
on his income-tax returns. And suppose the dealer gives him a new trac- 
tor, with a price tag of $2,200 on it, for his old tractor and $1,400. The 
cost of the new tractor on which he would start charging off depreciation 
is $500 plus $1,400, or $1,900. 


38. How does the taxpayer fill out the depreciation table on page 2 of 
form 1040F? 


When reporting either on the cash or accrual basis, enter the informa- 
tion on farm buildings, machinery and tools, improvements such as water 
systems and tile drains, and orchards and vineyards, called for by the 7 
column headings. (See example on page 26.) When reporting on the 
cash basis, enter also similar information on animals kept for dairy, 
breeding, or draft purposes if such animals were purchased, but not if 
raised. When reporting on the accrual basis, depreciation may be taken 
in the depreciation table on such animals, whether raised or purchased, 
if they are not included in the inventory on page 3 of form 1040F. 


Miscellaneous Questions 


39. Can a net farm operating loss for 1954 be carried back into previous 
years or forward into succeeding years? 


Yes. If not offset by income from other sources, and if substantiated by 
income-tax returns filed in previous years or by other reliable records, 
such losses may be carried back for 2 years and then any remainder may 
be carried forward for 5 years. 

For example, suppose a taxpayer had a net farm operating loss in 1954, 
and it was not offset by income from other sources, he may carry the loss 
back into 1952 and any remainder into 1953 by filing an amended return 
and Refund Form 843. Any loss that cannot be made use of in this way 
because of insufficient income in 1952 and 1953 to provide a full offset 
may be carried forward for 5 years, first into 1955, then into 1956, and so 
forth until 1959. In carrying a farm operating loss forward, the taxpayer 
reports the loss on line 5 of Schedule C, page 2 of form 1040. 


40. How should the sale of a farm be reported? 


The method of calculating and reporting the gain or loss from the sale 
of a farm, including unharvested crops, is highly complicated and may 
affect the income tax of the owner by many dollars. It is, therefore, sug- 
gested that any person who sells a farm should get the assistance of an 
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Internal Revenue official or an accountant or lawyer skilled in income- 
tax matters, in making his return. 

Attention is called to the fact that under certain circumstances a tax- 
payer may use a special “Installment Sales” method in figuring the tax- 
able gain on the sale of a farm. This method may be used when the ini- 
tial down payment does not exceed 30 percent of the sale price of the 
farm. The Installment Sales method gives the taxpayer relief from paying 
Federal income tax on income from the sale of a farm until he actually 
receives the income. 

Attention is also called to the provision in the tax law concerning relief 
from tax on gains from sale of the taxpayer's residence when he buys 
another residence. Details of this provision are given in the instruction 
pamphlet which accompanies form 1040. 


41. How do farm partnerships report? 


A partnership, as such, does not pay any Federal income tax but must 
file an information return on form 1065, even though the firm had no net 
income. This form 1065 is simply to show what the income of the partner- 
ship is and how the income is divided between the partners. 

The net farm profit of the partnership is calculated in the same way 
as that of an individual. Form 1040F may be used for this purpose, and a 
copy of this form should be attached to the partnership form 1065. 

Each individual partner files his own form 1040 on which he enters, 
under Schedule C, page 2, of that form, his share of the partnership net 
farm profit. It is not necessary for the individual partners to file copies of 
either form 1065 or 1040F. 

If the partnership had capital gains or losses, these are shown on form 
1065 and each individual partner files a copy of Schedule D (Form 1040) 
on which he reports his share of them. 

The ordinary landlord-tenant relationship does not constitute a part- 
nership. Each party to a landlord-tenant farm contract should, therefore, 
file his return as an individual, reporting only his own share of the farm 
receipts and expenses. 


42. How about the hired man’s Federal income tax? 


The law does not require a farmer to withhold the Federal income tax 
from wages paid farm help, but only to report amounts of $600 or more 
paid as wages (forms 1096 and 1099. ) 

Do not, however, confuse withholding for the Federal income tax with 
withholding for Social Security Taxes. It is the hired man’s own respon- 
sibility to make his own Federal income-tax return and to pay his own 
Federal income tax. But it is the farmer's responsibility to make with- 
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holdings from wages to pay the hired man’s Social Security Tax. (See 
answer to question 28. ) 

A hired man with gross income of $600 ($1,200 if 65 years of age or 
over) or more is required by law to file a Federal income-tax return. For 
Federal income-tax purposes, a hired man may exclude from his gross 
income the value of any meals or lodging furnished to him by his em- 
ployer for the convenience of the employer, but only if — 

(1) in the case of meals, the meals are furnished on the business 
premises of the employer, or 

(2) in the case of lodging, the employee is required to accept such 
lodging on the business premises of his employer as a condition of his 


employment. 


Calculating the Federal Income Tax 


43. May a husband and wife split their combined income? 


Yes. The law provides that for Federal income-tax purposes, a husband 
and wife may split their combined total income, provided they file a joint 
return. This means that a farmer and his wife may split the net farm 
profit between them rather than consider all of it as the income of the 
husband alone. 

Splitting the income between husband and wife usually results in a 


lower tax than if all the income is considered as belonging to one of 
them. If, however, a husband and wife have unusually large deductions 
for medical expenses, it may pay to file separate returns. 

When a joint return is filed, splitting the income is done on form 1040. 
When husband and wife sign a joint return, each assumes full legal 
responsibility for payment of the entire tax. 


44, Must all the Federal income tax be paid at the time the report is 
filed? 


Yes. Whether a return of estimated tax for 1954 is filed by January 15, 
or a final return is filed by January 31, the full amount of any tax shown 
to be due must be paid. 

45. What is the personal exemption for the Federal income tax? 

$600 for the taxpayer. 

$600 for the wife of the taxpayer when a single return is filed and the 
wife has no income. 

$600 for the wife of the taxpayer when a joint return is filed. 

$600 for each dependent except wife. 

A taxpayer of 65 years of age or more, and his wife if of that age, each 
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has an additional exemption of $600. A further exemption of $600 is 
allowed if the taxpayer is blind, and another exemption of $600 if his wife 
is blind. 


46. Who may be claimed as a dependent? 


A dependent may be a child of the taxpayer, any one of certain rela- 
tives, or a member of his household. 

A dependent, except for the special situations of multiple support, 
must have received more than one-half of his support from the taxpayer, 
and must also, with the exceptions indicated below, have a gross income 
of less than $600. 

The limitation of a gross income of less than $600 is not applicable to 
a child of the taxpayer, if the child is under the age of 19 or a student. 
Thus up to 19 years of age, the child may earn more than $600 without 
depriving his parent of the benefit of an exemption. But if he is 19 years 
old or more, he must be a student in order to have the privilege of earn- 
ing $600 or more. 

It should be noted, however, that the requirement that the dependent 
receive more than half of his support from the taxpayer holds regardless 
of the age, status as a student, or amount of income of a child. Thus a 
child who earns half or more of his own support cannot under any cir- 


cumstances be claimed as a dependent. But in determining how much a 
child earned, scholarships for study at an educational institution are not 
considered as earnings. 


47. What are the deductions on page 3 of form 1040? 


Contributions. To Church, Red Cross, Community Chest, and other 
religious, charitable, or educational organizations. The deductions may 
not exceed 20 percent of gross income, except that gifts to churches, edu- 
cational institutions, and hospitals may be 30 percent. 

Interest. On personal notes, mortgage on the residence or other per- 
sonal indebtedness. (Interest on short-term business loans or on a mort- 
gage on the farm property is deductible on the farm blank. ) 

Taxes. On the farm house, State taxes on gasoline for personal use, 
personal share of automobile licenses, and the state personal-income and 
state unincorporated business taxes. (Taxes on farm property are de- 
ductible on the farm blank form 1040F.) Special assessments for im- 
provements, such as drainage, paving, and the like, are not deductible. 

Losses. Non-business losses from fire, storm, other casualty, or theft. 


Medical and Dental Expenses. The net amount of such expenses in 
excess of 3 percent of the income shown in item 6 on page 1 of form 
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1040 (1 percent for medicine and drugs), and not compensated for by 
insurance or otherwise, is deductible up to a ceiling which, for a married 
couple, ranges from $5,000 to $10,000, depending on the number of their 
dependents. But if either of a married couple is 65 years old or more, 
the limitation of 3 percent does not apply. The limitation of 1 percent 
for medicine and drugs, however, is still applicable. 

How to Take Deduction. The taxpayer should calculate his deductions 
to see whether it is to his advantage to itemize them or to take the stand- 
ard deduction allowed. 

Care of Children. A special allowance for widowed or divorced tax- 
payers who must work. (See instructions for form 1040. ) 


Example of a Farmer’s Federal Income-Tax Return 


A farmer, Robert E. Miller, who is 48 years old operates a dairy and 
general farm. He bought the farm in January 1944. He is married and 
has a 10-year-old son in grade school, a 16-year-old daughter in high 
school, and a 20-year-old son in college. He is also the sole support of his 
mother who received no other income. The son received $300 wages from 
his father for working on the farm during the summer and had $400 
other income. 

All of Mr. Miller’s income was from the farm business, except for $53 
received as interest on a mortgage. He kept his financial records in a 
Farm Cash Account Book and a Farm Inventory for Five Years. During 
the year he contributed $40 to the Community Chest, $150 to the church, 
$25 to a high-school scholarship fund, paid a State personal-income tax 
of $120, paid $70 real-estate taxes on dwelling house, and paid $15 for 
personal share of automobile licenses. He paid no other personal taxes, 
paid no interest on non-business debts, and had $75 of medical expenses. 

A reproduction of page 1 of Federal form 1040F, as it would be filled 
in by Mr. Miller if he were making his return on the cash basis, is shown 
on page 25. If he were making his return on the accrual basis, he would 
fill in page 3 of form 1040F instead of page 1. (No reproduction of page 
3 of form 1040F is shown in this bulletin. ) 

A reproduction of page 2 of 1040F, Farm Expenses for Taxable Year 
and Depreciation, as this farmer would fill in his expenses if he were 
making his return on either the cash or accrual basis, since he paid cash 
for all his farm expenses, is shown on page 26. The depreciation schedule 
on this page is filled in as Mr. Miller would do if reporting on the cash 
basis. Ordinarily, the only difference in the way the depreciation schedule 
would be made out if he were making his return on the accrual basis 
would be that the cows and the bull would be omitted, because on the 
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accrual basis depreciation on livestock would be automatically cared for 
in the inventory on page 3 of form 1040F. 


Calculation of the Federal Income Tax 


The calculation of Mr. Miller’s Federal income tax is shown on pages 
27, 28, 29, and 30 in the reproductions of the first, second, and third pages 
of Federal form 1040 and of Schedule D, which is a separate sheet used 
to report gains and losses from sales of capital assets. 

The net farm profit of $8,237, as calculated on the cash basis, has been 
transferred from page 1 of form 1040F to Schedule C on page 2 of form 
1040. 

The $53 of income the farmer received as interest on a mortgage has 
been entered in Schedule B on page 2 of form 1040. 

The gains from the sales of the 6 cows, the 2 heifers, and the bull, treated 
as sales of capital assets are calculated on Schedule D. They amount to 
$2,220. (See illustration on page 30. ) 

This farmer sold an old tractor in 1954 for $400. He had purchased the 
tractor in 1948 for $1,600 and taken $960 depreciation on it, bringing 
the book value of the tractor down to $640. The difference between the 
book value of $640 and the selling price of $400, or $240, is a long-term 
capital loss and is entered as such on Schedule D. 

Subtracting the $240 loss on the tractor from the $2,220 gain on the 
cattle gives a ne? capital gain of $1,980. Of this amount, 50 percent, or 
$990, is taxable income and is entered as such under Schedule D, line 2, 
page 2 of form 1040. (See illustration on page 28. ) 

The net profit of $8,237 from the farm business, the $53 received as 
interest, and the $990 of taxable gain from the sale of capital assets are 
then added and the total of $9,280 entered as item 5 on page 1 of form 
1040. Because this farmer had no income to be reported in item 2, the 
$9,280 is his total income for Federal income-tax purposes and is entered 
again as item 6. (See illustration on page 27. ) 


Figuring the Tax 


Because of the size of Mr. Miller's income and because he had not paid 
any unusually large medical expenses, it would be to the advantage of 
Mr. and Mrs. Miller to file a joint return and to split the income. 

If the Millers’ total income for tax purposes had been less than $5,000, 
they would have been permitted to use the tax table prepared by law 
and shown on the back of the instructions for form 1040. This table 
automatically allows about 10 percent of the total income for charitable 
contributions, interest on non-business indebtedness, personal taxes, casu- 
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SCHEDULE OF FARM INCOME AND EXPENSES 


For Calendar Year 1954 


ddim Sen . 1 nes 


Number of acres in each farm 


FARM INCOME FOR TAXABLE PERIOD COMPUTED ON THE CASH RECEIPTS AND DISSURSEMENTS METHOD 
(Bee instructions on Schedule D (Form 1040) fer tar trestrment of certain livestech held for draft, breeding, er dairy purposes) 


L.SALE OF LIVESTOCK RAISED 


3. OTHER FARM INCOME 


Vegetables 


se sie 


7 Rent rec'd in crop shares. 
-|| Wood and lumber. . 


Mdse. rec'd for produce. . 


Other forest products. . . . 
Agricultural program 


Sirup and sugar 
Other (specify). 


____3@ 


(eter on Sno 2 of summary below) 


$__SOB 


(Enter on tine 3 of summary below) 


4. SALE OF LIVESTOCK AND OTHER ITEMS PURCHASED 


1. Sale of livestock raised > | 6. Expenses (from page 2) 
2. Sale of Produce raised. 7 .....|| 7. Depreciation (from page 2) 
3. Other farm income... .. .--.| 8. Other deductions (specify): 


4. Profit on sale of livestock and other 


10. Net farm profit (or loss) (line 5 minus line 9) to be reported in Schedule C Summary, Form 1040... 


Page 1, Form 1040F 
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FARM EXPENSES FOR TAXABLE YEAR (See instructions) 
(De aot machete parvons or tying exponen o expenses aot sftribvtable te production of farm income such as laren insurance repel etc on pou! Gweiling) 


3 tems 
(Comtaved) 


Later in OO 2 } Rent of farm, part of farm, or p 


Veterinary and medicine for livestock . 
Cate other fuel and oil for farm busi- 


ound warchousii 
Taxes. OM. FARM A 


—* on property (excep your - dwwell- 


Interest on farm notes and mortgages. . . 
Water rent, electricity, and telephone. . “a ae a ; Se Oe A... 
epee tea os line 6 of summary 00 page 1 (cash itaibertenheige’ . 10968 


S Method 


QO. ST. LINE 


tigi sieltisial aa 


' 
' 


SEG) SEGRE 


—NOTE_T6-RI ADER: 
—— . 


Toras (enter on line 7 of summary on page 1 (cash method) or line 8, page 3 (accrual method)). . 


Page 2, Form 1040F 
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FOR CALENDAR YEAR 1954 
1984, and 

PLEASE TYPE OR PRINT PLAINLY 

U this is c jotnt return af husband and wits, use liret names af both 


or other taxable 


a 


Street and oumber or rural route 


HILLCREST _ NEW YORK 
Your Socta! Security No and Occupation Wite's (Husband «) S. S.No. and Ocoupation 
SE Check below If at the end of 


this is a joint return, list also her (or his) yout taxable year you or 
your wits were— 


A. ECTERS ti} fink 65 or over] Blind () | Number of exemptions for you . 
s. EL/ iE LER 65 or over (] Blind] | Number of her (or his) exemptions 
es of childsen 
who qua! hs lhe my ve bn 
address =5 from you! = 
D. eiscutieschentanemedetetataaieadiann _ in Schedule I on page 2.. 


B. Enter total number of exemptions claimed in A to D above 
2. Enter your total wages, salaries, bonuses, commissions, and other’ compeneation + received in 1954, before payroll deductions, 


@aiming traveling, seracee or reimbursed expenses, and Outside Salesmen, see instructions. 
‘eo Mame B. Where Employed ages, Etc. D. Income Tax Withheld 
$ an 


a. 


~ 
£ 


3. Less excludable portion received malar’ wo: Enter totals here . 
continuation plans for sickness or injury. oe instructions) . 


4. Balance (item 2 less item 3) ioe “a cshedaanne $ 


8. Lf you received dividends. interest, or any oer 
income (or loss), give details on page 2 Enter total here ——> 
6. Adjusted Gross Income (sum of items 4 and 5)__ Enter total here ——> |$ 280 
(Unmarried or legally d per lify as ‘Head of Household," check here(_). See instructions.) 


(Surviving widows and aitemmeall who qualify for special taz computation, check here(_]. See instructions.) 
IF YOUR INCOME WAS LESS THAN $5,000—Use Tax Table unless you item/e deductions. This table allows about 10 percent 
our income for charitable contributions, interest, taxes, medical expenses, etc. I{ your deductions exceed 10 percent, it 
will usually be to your advantage to itemize them and compute your tax on page 3. 
IF YOUR INCOME WAS $5,000 OR MORE—Compute tax on page 3. Itemize or use standard deduction, whichever is 
to your advantage 


Fi 


2. Enter your tax from the Tax Table, or from line 13, page 3 
8. Less: A. Dividends received credit (line 8 of Schedule J) 
B. Retirement income credit (line 10 of Schedule K) 
8. Balance (item 7 less the sum of items 8A and 8B) A 
10. Enter your self-employment tax from line 36, separate Schedule C 
11. Add amounts shown in items 9 and 10 
12. Credits for amounts paid on your 1954 income taz: 
A. Tax withheld (in item 2, Column D above). Attach Forms W-2 
B. Payments on 1954 Declaration of Estimated Tax. Indicate District 
Director's office where paid. - pentueleegiinastin 
13. If your tax (item 11) is larger bani seimanits (item 12), ‘the balichen must be paid in ig 
full with return. Enter such belonce hase... s._965 
14. if your payments (item 12) are larger than your tax (item Ww Enter ies over payment Kates ea 
Enter amount of item 14 you want: Credited on 1955 estimated tax $.... ...-.; Refunded $.. 
@ Make check or money order payable to District Director, 1. R. 8. for amount. “ any, shown in tom 3. 
Do you owe any other Federal tax? [_] Yee TH No. | % rour wile (or husband) making o separate return | Did you pay anyone lor assistance in the preparation 


“Tes,” to which District Director's olfice and what kind of| tor 1954? [] Yes B No. If “Yes,” write her] of your return? Yes No. If Yes,” enter his 
(or his) name. nome and address 


@ ATTACH TAX RETURN COPIES OF FORMS W-2 HERE @ 


wf Lager 


~“Gigualtse ol teagayed — Se”. lh 1 wee by nd ‘te @ joint return) 
@ To assure eplit income beeefits husband and wile must include all their income. BOTH MUST SIGN 


Page 1, Form 1040 
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Schedule A.—INCOME FROM DIVIDENDS (First see Schedule J) 


1. Enter amount of dividends reported on line 6 of Schedule J 
2. Enter total of all other dividends: itemize below, SCRE SREP ane 


__ Schedule C Summary.—PROFIT (OR LOSS) F Tal BUSINESS, FARMING, AND PARTNERSHIP 


1. Business profit (or loss) from separate Schedule(s) C, line(s) 24 — . ial 
8. Farm profit (or loss) from separate schedule, Form 1040F - 6237 
3. Partnership, etc., profit (or loss) from Form 1065, Schedule K . . 
‘ SE ee s...._8237 
8. Less: Net op loss deduction (Attach sees — 
6. Net profit (or loss) (line 4 less line 5) 
Schedule D.—GAINS AND LOSSES FROM SALES OR EXCH EXCHANGES OF PROPERTY 
L ee 
2 A ed Liem separate Schedule D. 
Schedule E.—- FROM PENSIONS OR ANNUITIES (Gee instructions) 
Part 1.— General Rule 

1. Investment in contract. . ‘ 4. Amount received this year. . . 
6. Amount excludable (line 4 mullti- 

|) eee 


(line | divided by line 2)........ % @. Taxable portion (excess of line | 4 over line 5) 

Part 11. Where your cost will be recovered within three 

1. Cost of annuity (amounts paid in) .. . . - = 4 Amount received this year 

2. Cost received taz-iree in past years. .|____mmtm} §. Taxable income (excess of line 4 

3. Remainder of cost (line | less line 2). .|$_...... - esenes 
Schedule F-—-INCOME FROM RENTS AND ROYALTIES 


2. Amount of reat 5 epics ie 4 Repairs 
Seater pt 


$ $ 
2. Net profit (or loss) (column 2 less sum ol columna 3, 4, and 5). = 
Schedule G—INCOME FROM OTHER SOURCES 
1. Estate or trust (Name and address) 
2 Other sources (state nature) 
TOTAL INCOME (OR LOSS) FROM ABOVE SOURCES (Enter here and as item 8. —y yi 
Schedule H.—EXPLANATION OF DEDUCTION FOR DEPRES TION CLAIMED IN 


~L. Kind of property —- aterial of 4 Depreciation at 
wuch constrectedh. f ‘ond other & One ae 5. Method 
wrepery 1m plot years 


Sch. I.—EXEMPTIONS FOR INDIVIDUALS WITH GROSS INCOME OF LESS THAN $600, OTHER THAN WIFE AND CHILDREN 
4. f answer to 3 is “No” enter amount spent tor 
3. Ded individual nave individual's support in 1954 by— 
1. Mame of individual. Also give address if different trom yours: 2 Relationsnio gross incom of $600 ASE tee 
trom own funds 


oF more in 19547 nto 100% 


ond HELEN A. MILLER | MOTHER. 


Enter here and as item 1D, page | the number of individuals claimed above. . bentese 
NOTE. —U exemption is bosed on your being designated as the one to claim o dependent. Goasnney adigbagpeteqemmtanttoctades. 
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1954 FEDERAL INCOME TAX 


ITEMIZED DEDUCTIONS—FOR PERSONS NOT USING TAX TABLE OR STANDARD DEDUCTION. 


Wf Husband and Wife (Not Legally Separated) File Separate Returns and One Itemizes Deductions, the Other Must Also Itemize. 


Deser'be Jeductions and state to whom paid. If mere space is needed, attach additional sheets 
s 


paces of tom 6, 2 page 1, qaennt Shee contetietions Se 


butions (not to exceed 20 
churches, schools, and hospitals are included). (See inst: ructions) 


——— 


5. Enter 3 percent of item 6, page | 
6. Allowable amount (excess of line 4 over line 5). (See instructions for limitations)........ 


Reptgge br eocet Rehan cnteqtaneiane 
h staternent) 


Total Allowable Losses (not compensated by insurance or otherwise) - 


Total Miscellaneous Deductions os pasineanhthahs 
TOTAL DEDUCTIONS (Enter on — 2 of Tox ‘Computation. below) 


TAX a 


1. Enter Adjusted Gross Income as shown in item 6, 

2. If deductions are itemized above, enter total of suc AD Hons. If deductions are not itemized ond line /, above, és 
$5,000 or more: as married persons filing eparaly enter $500; (b) all cars enter 10 percent of line 1, but 
not more than $1, 

3. Pe wr me Sater Geo Gitienenee fens. ‘ 

4. Multiply $600 by total numbor of exemptions claimed in item 1E page |. 

&. Subtract line 4 from line 3. Enter the diff here. This is your Taxable Income. . 

© Nees enedages m, a married person filing separa! a head of household— 

ingle persons a: mpneied Spreone filing separately use Tax Rate e Schedule in ver instructions to figure tax 
on amount on line 5; heads of household use Taz Rate Schedule 

S, RBew 0 Nit cen. co pan gueiy te Site acanting ae e ea 

(a) Enter one-half of consent on on line 5 ° 
(b) Use Tax Rate Schedule I in the instructions to figure tax on amount on line 7 (a).. 
(c) Multiply amount on line 7 (b) by 2 ‘ 
8. If alternative tax is applicable, enter the tax from senarate Schedule D | 
lines 9 through 12, and copy on line 13 the same figure you entered on line 6, 7 (c), or 8, unless you 
itemized deductions. 


8. Enter here income tax payments to a foreign country or U.S. possession (Attach Form 1116) 
30. Enter here any income tax paid at source on tax-free covenant bond interest esate 
11. Enter here credit for partially tax-exempt interest Gee i 


12. Add the figures on lines 9, 10, and 11. 
13. Subtract line 12 from line 6, 7 (c), or 8, whichever is applicable. Steeditmeidthenenhe as iten 7, page | 


Page 3, Form 1040 
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“& Matqate tor bend. Enter here and on iine |, Schedule D, Form 1040, ewamets, page |, Form 1041, or as 
item 11, page 1. Form 1065 


3 


6 Sen pian dandetwn en tetsien th 
©. Gitar unused capital lose easeyover trem S greceding tance yoare Glttach ctatamen®.. 
6. Net short-term gain (: loss) from lines 3, 4, and 5. Enter here and in Schedule D, Form 1041, or as item 26, page 


8. Enter 


@ Giteetehatntntenomiinnaene Enter here and in Schedule D, Form 1041, or as item 27, page 
1, Form 1065 OWNED FOR AT LEAST. 12 MONTHS AND. HELD FOR DAIRY OR BREEDING. 


@ LINES 10 THROUGH 25 NOT APPLICABLE TO FIDUCIARIES AND PARTNERSHIPS 


Gain or Loss To Be Taken Into Account 


10. Enter net short-term gain (or loss) from line 6. . 

11. Enter net long-term gain (or loss) from line 9 

Use lines 12 through 15 only if gains exceed losses in lines 10 and 1!. 

12. Enter short-term gain (line 10, col. a) reduced by any long-term loss (line 11, col. b)..... 
13. Enter long-term gain (line 11, col. a) reduced by any short-term loss (line 10, col. b) 

14, Enter 50 percent of line 13 

18. Enter here and on line 2, Schedule D, Form 1040, the sum of lines 12 and 14... 


Use lines 16 and 17 only if losses exceed gains in lines 10 and 11. 
46. Enter the excess of losses over gains on lines 10 and 11..... 
17. Enter here and on line 2, Schedule D, Form 1040, the smallest of the following OF CEST aR 16; (b) tax 


able income computed without regard to capital gains and losses and the deduction for exemptions, or (c) $1000 
COMPUTATION OF ALTERNATIVE TAX FOR INDIVIDUALS (Form 1040) 
(See i 4 on other side as to when the al! tive tax applies) 


38. Enter from page 3, Form 1040, the income from line 5 if separate return or line 7 (a) :f joint return 

19. Enter amount from line 14, column a, above, if separate return, or half of such amount if joint return 

28. Balance (line 18 less line 19). . 

21. Enter taz on amount on line 20 (Use applicable Tax Rate Schedule in Form 1040 Instructions). . 

22. ff joint return, multiply amount on line 21 by two 

23. Enter 50 percent of line 19 

294. If joint return, multiply amount on line 23 by two 

28. Alternative tax (line 2! plus line 23 if separate return; line 22 plus line 24 if joint return). If smaller than amount 


on line 6 or line 7(c), page 3, Form 1040, enter this alternative tax on line 8. page 3. Form 1040 


NOTE —In lines 18 & 25 the treatment in the case of o joint return is also applicable to o return of a surviving widow or widower. 


Schedule D 


1954 FEDERAL INCOME TAX 31 


alty losses, medical expenses, and miscellaneous deductions, and shows 
the amount of the tax due without any further computations. If the tax- 
payer's income is less than $5,000 and his expenditures and deductions for 
these items are more than 10 percent of his income, it will usually pay 
him to itemize them and to compute the tax on page 3 of form 1040 
rather than to use the tax table. 

If the taxpayer's income is $5,000 or more, he is not permitted to use 
the tax table but must compute his tax on page 3 of form 1040. But even 
if his income is $5,000 or more, he may, if single, or married and filing a 
joint return, either take a standard deduction of 10 percent of his income 
or $1,000, whichever is the lesser; or he may itemize his deductions, which- 
ever is to his advantage. 

Because the Millers’ taxable income was more than $5,000, they were 
obliged to calculate their tax by filling in the schedule headed Tax Com- 
putation, which appears at the bottom of page 3 of form 1040. Also, be- 
cause their expenses for charitable contributions, personal taxes, and the 
like did not amount to either 10 percent of their income or $1,000, it 
would be to their advantage to take the standard 10 percent deduction 
rather than to itemize their deductions. Page 3 of form 1040 is, therefore, 
filled in as it would be done to calculate the Miller’s tax without using the 
tax table and without itemizing their deductions. 


Check Sheet for Farm Expenses 


Purchased feeds Hinges 

Dairy feed ieinicias Paint 

Poultry feed _—___- Lumber sawing 

Pig feed A 

Calf starter - Nails 

Salt " anecsseses Wire 

Minerals a Fs 

Hay _......... Water-system repairs 

Ensilage Electrical supplies 
Feed grinding and mixing _......... Commissions 
Farm wages ———— Trucking 
Cash board of hired labor ead Freight 
Piece work ah Maple-sirup supplies 
Pasture rent ...--- Machinery repairs 
Storage peice Plow points 
Hired packing eines Drag shoes 
Liners and caps a toeslstatabans Canvasses 
Farm-building repairs Slats 

Shingles Pelee ae Bolts 

Roofing ‘ Welding 

Lumber ; a Blacksmithing 
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Check Sheet for Farm Expenses (concluded ) 


Bedding 
Baby chicks 
Custom hatching 
Brooder fuel 
Truck expenses 
Gas, oil, and grease 
License 
Spark plugs 
Insurance 
Tires 
Repairs 
Battery 
Chains 
Anti-freeze 
Machine hire 
Threshing 
Combining 
Silo filling 
Baling 
Field chopping 
Gas and oil for farm use 
Automobile costs 
(farm share) 
Electricity (farm share) 
Telephone (farm share) 
Livestock expenses 
Veterinary fees 
Medicines 
Vaccines 
Stock tonics 
Disinfectants 
Fly spray 
Clipping 
Cow-testing dues 
Registrations, transfers 
Breed-association dues 
Breeding fees 
Artificial insemination 
Bee supplies 
Sheep shearing 
Egg cases 
Cash rent 
Water rent 
Strainer pads 
Rubber hose 


$ 


Inflations 
Dilators 
Sirup pails 
Sap spouts 
Crop expenses 
Seeds 
Plants 
Fertilizer 
Lime 
Spray materials 
Spray-ring fees 
Dusts 
Seed treatments 
Twine 
Tie wires 
Crates and baskets 
Bags and barrels 
Milk pails 
Milk cans 
Can rental 
Milk hauling 
Ice 
Sawdust 
Brushes 
Washing powder 
Hay rope 
Small hand tools 
Hardware 
Farm papers 
Stamps and stationery 
Account books 
Farm Bureau dues 
Grange dues 
Marketing-association dues 
Advertising 
Farm real-estate taxes 
Travel on business 
Interest on farm-business 
debts 
Fire insurance 
(except on dwelling) 
Crop insurance 
Livestock insurance 
Compensation insurance 
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